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(ii) Provide that the internal auditor
shall report directly to the audit com-
mittee on substantive matters and that
the internal auditor is ultimately ac-
countable to the audit committee and
board of directors; and

(iii) Provide that both the internal
auditor and the external auditor shall
have unrestricted access to the audit
committee without the need for any
prior management knowledge or ap-
proval.

(e) Duties. Each Bank’s audit com-
mittee shall have the duty to:

(1) Direct senior management to
maintain the reliability and integrity
of the accounting policies and financial
reporting and disclosure practices of
the Bank;

(2) Review the basis for the Bank’s fi-
nancial statements and the external
auditor’s opinion rendered with respect
to such financial statements (including
the nature and extent of any signifi-
cant changes in accounting principles
or the application therein) and ensure
that policies are in place that are rea-
sonably designed to achieve disclosure
and transparency regarding the Bank’s
true financial performance and govern-
ance practices;

(3) Oversee the internal audit func-
tion by:

(i) Reviewing the scope of audit serv-
ices required, significant accounting
policies, significant risks and expo-
sures, audit activities and audit find-
ings;

(ii) Assessing the performance and
determining the compensation of the
internal auditor; and

(iii) Reviewing and approving the in-
ternal auditor’s work plan;

(4) Oversee the external audit func-
tion by:

(i) Approving the external auditor’s
annual engagement letter;

(ii) Reviewing the performance of the
external auditor; and

(iii) Making recommendations to the
Bank’s board of directors regarding the
appointment, renewal, or termination
of the external auditor;

(6) Provide an independent, direct
channel of communication between the
Bank’s board of directors and the inter-
nal and external auditors;
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(6) Conduct or authorize investiga-
tions into any matters within the audit
committee’s scope of responsibilities;

(7) Ensure that senior management
has established and is maintaining an
adequate internal control system with-
in the Bank by:

(i) Reviewing the Bank’s internal
control system and the resolution of
identified material weaknesses and re-
portable conditions in the internal con-
trol system, including the prevention
or detection of management override
or compromise of the internal control
system; and

(ii) Reviewing the programs and poli-
cies of the Bank designed to ensure
compliance with applicable laws, regu-
lations and policies and monitoring the
results of these compliance efforts;

(8) Review the policies and proce-
dures established by senior manage-
ment to assess and monitor implemen-
tation of the Bank’s strategic business
plan and the operating goals and objec-
tives contained therein; and

(9) Report periodically its findings to
the Bank’s board of directors.

(f) Meetings. The audit committee
shall prepare written minutes of each
audit committee meeting.

[66 FR 25274, May 1, 2000, as amended at 67
FR 12846, Mar. 20, 2002]

§917.8 Budget preparation.

(a) Adoption of budgets. Each Bank’s
board of directors shall be responsible
for the adoption of an annual operating
expense budget and a capital expendi-
tures budget for the Bank, and any sub-
sequent amendments thereto, con-
sistent with the requirements of the
Act, this section, other regulations and
policies of the Finance Board, and with
the Bank’s responsibility to protect
both its members and the public inter-
est by keeping its costs to an efficient
and effective minimum.

(b) No delegation of budget authority. A
Bank’s board of directors may not dele-
gate the authority to approve the
Bank’s annual budgets, or any subse-
quent amendments thereto, to Bank of-
ficers or other Bank employees.

(c) Interest rate scenario. A Bank’s an-
nual budgets shall be prepared based
upon an interest rate scenario as deter-
mined by the Bank.
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(d) Board approval for deviations. A
Bank may not exceed its total annual
operating expense budget or its total
annual capital expenditures budget
without prior approval by the Bank’s
board of directors of an amendment to
such budget.

§917.9 Dividends.

(a) A Bank’s board of directors may
declare and pay a dividend only from
previously retained earnings or current
net earnings and only in accordance
with any other applicable limitations
on dividends set forth in the Act or
this chapter. Dividends on such capital
stock shall be computed without pref-
erence.

(b) A Bank’s board of directors may
not declare or pay a dividend based on
projected or anticipated earnings and
may not declare or pay a dividend if
the par value of the Bank’s stock is im-
paired or is projected to become im-
paired after paying such dividend.

(c) The requirement in paragraph (a)
of this section that dividends be com-
puted without preference shall cease to
apply to any Bank that has established
any dividend preferences for 1 or more
classes or subclasses of its capital
stock as part of its approved capital
plan, as of the date on which the cap-
ital plan takes effect.

[71 FR 78051, Dec. 28, 2006]

§917.10 Bank bylaws.

A Bank’s board of directors shall
have in effect at all times bylaws gov-
erning the manner in which the Bank
administers its affairs and such bylaws
shall be consistent with applicable laws
and regulations as administered by the
Finance Board.
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AUTHORITY: 12 U.S.C. 1422b(a), 1427.

SOURCE: 65 FR 8260, Feb. 18, 2000, unless
otherwise noted.

§918.1 Definitions.

As used in this part:

Compensation means any payment of
money or provision of any other thing
of value (or the accrual of a right to re-
ceive money or a thing of value in a
subsequent year) in consideration of a
director’s performance of official du-
ties for the Bank, including, without
limitation, daily meeting fees, incen-
tive payments and fringe benefits.

§918.2 Annual directors’ compensation
policy.

Beginning in 2000 and annually there-
after, each Bank’s board of directors
shall adopt by resolution a written pol-
icy to provide for the payment to Bank
directors of reasonable compensation
for the performance of their duties as
members of the Bank’s board of direc-
tors, subject to the requirements set
forth in §918.3. At a minimum, such
policy shall address the activities or
functions for which attendance is nec-
essary and appropriate and may be
compensated, and shall explain and jus-
tify the methodology for determining
the amount of compensation to be paid
to directors.

[65 FR 8260, Feb. 18, 2000]

§918.3 Compensation policy require-
ments.

Payment to directors under each
Bank’s policy on director compensa-
tion may be based upon factors that
the Bank determines to be appropriate,
but each Bank’s policy shall conform
to the following requirements:

(a)() Statutory limits on annual com-
pensation. Pursuant to section 7(i) of
the Act (12 U.S.C. 1427(i)), for 2000, the
following limits on compensation shall
apply: for a Chairperson—3$25,000; for a
Vice Chairperson—$20,000; for any
other member of the Bank’s board of
directors—$15,000. Beginning in 2001
and for subsequent years, these limits
on annual compensation shall be ad-
justed annually by the Finance Board
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